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Abstract
Purpose – The purpose of this paper is twofold. First, it aims to investigate the dynamic impact of board
composition (board size, board independence and board diversity) on independent corporate social
responsibility (CSR) practices (marketplace, environment, community and workplace). Second, it tends
to examine the mutual effect of board composition and CSR practices on organizational returns (return on
assets and Tobin’s Q) of 631Malaysian PLCs listed on BursaMalaysia during 2006-2017.
Design/methodology/approach – The dynamic model (system GMM) provided by Arellano and Bond
(1991) and Arellano and Bover (1995) is used for estimations that control for potential dynamic
endogeneity, reverse causality, unobserved heterogeneity and simultaneity problems.
Findings – Findings reveal weak linkage between board composition and CSR practices where only
board diversity is found to be positively linked to marketplace practices of CSR. Further, the mutual
impact of board composition and CSR practices on organizational returns suggests board size be
positive and board independence to be negative with Tobin’s Q. Board diversity is negative with ROA
and positive with Tobin’s Q. Conversely, CSR practices indicate marketplace practices are positive and
community practices are negative with Tobin’s Q, environment practices are insignificant with
performance, whereasworkplace practices are positive with ROA and negative with Tobin’s Q.
Practical implications – This research is practically considerable for Bursa Malaysia, Securities
Commission Malaysia, policymakers, stakeholders, investors and managers. For academia, the
theoretical linkages between agency theory, resource dependence theory, resource-based view and
stakeholder theory are highlighted. Moreover, methodological underpinnings are also novel for
academicians aswell as for practitioners.
Originality/value – The paper uncovers multiple aspects: first, it elaborates the dynamic relationship
between board composition and CSR practices; second, it examines the combined effect of board
composition andCSR practices on company’s accounting andmarket gains; finally, the study controls for
dynamic endogeneity that is themain econometric problem for CG-CSR-performance relationships.
Keywords Corporate social responsibility, Board composition, SystemGMM, Endogeneity,
Organizational returns
Paper type Research paper
1. Introduction
Previous literature agrees in presenting corporate social responsibility (CSR) as an
emerging alternative model of management, which defines the company as a set of
relationships, involving not only owners and managers but also the stakeholders interested
in the evolution of the company (Morsing and Schultz, 2006). In this stance, as part of
corporate strategy, the board of directors play preliminary role in determining the socially
responsible behavior of an organization (Esa and Ghazali, 2012; Rao and Tilt, 2016; Ashfaq
and Rui, 2018), being relevant to this role of the fulfillment of social and environmental
conscientiousness (Rashid, 2018; Issa and Fang, 2019). Given this situation, several studies
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affirm that the board’s effectiveness on the promotion of CSR performance is closely
determined by its size, independence and composition (Qa’dan and Suwaidan, 2018).
However, despite extensive analysis of the influence of board size, independence and
diversity on CSR practices (Issa and Fang, 2019; Wellalage et al., 2017; Ibrahim and
Hanefah, 2016; Byron and Post, 2016; Harjoto and Jo, 2011; Bear et al., 2010), the results
are inconclusive.
Although these studies offer significant insights, scholars still have a limited understanding
of the relationship between the composition of board and CSR practices in the following
aspects. Firstly, most studies have been conducted in the context of developed countries
(Zhuang et al., 2018; Wellalage et al., 2017; Rao and Tilt, 2016) and limited research is
available for emerging markets (Esa and Ghazali, 2012; Shamil et al., 2014; Ibrahim and
Hanefah, 2016) with mixed findings on the relationship between board composition and
CSR practices. Therefore, it is unclear from the conclusions of previous studies with
samples from developed countries are still supportive in developing countries and vice
versa. Secondly, it is an important issue because developing countries are facing more
CSR-related issues in terms of both environmental and social aspects when compared to
developed countries (Zhuang et al., 2018). Moreover, in the context of Malaysia, there are
some unique factors related to the boards that will influence firms’ CSR practices.
These unique factors constitute larger board size, higher board independence and
negligible women appearance on boards of Malaysian PLCs. As specified by Securities
Commission Malaysia in its recent Code on Corporate Governance (2017) that there must
be more than 50 percent representation of independent board of directors on board and,
for large companies, there must be thirty percent board diversity suggesting at least one
woman on the board for ensuring sustainable firm performance (MCCG, 2017). However,
based on a survey done by Bursa Malaysia to ascertain the level of understanding of the
responsibility by the independent directors revealed that the majority of the directors did not
understand their explicit responsibilities. Then, literature shows paucity in the area of board
diversity particularly in Malaysia. Hence, investigating the critical role of board composition
for strengthening corporate social responsibility practices in Malaysian Public Listed
Companies (PLCs) is the prime objective of this study. Furthermore, the combined impact
of board composition and CSR practices has been examined on firm performance. For this
purpose, the earlier empirical researches of Bear et al. (2010), Harjoto and Jo (2011) and
Byron and Post (2016) have been endorsed for empirical investigation of the impact of
board composition and CSR practices on corporate performance.
Besides, this study is unique in methodology using dynamic panel estimations based on the
argument that corporate governance-CSR-performance relationships are encountered with
endogeneity problems (Wellalage et al., 2017; Harjoto and Jo, 2011; Schultz et al., 2010;
Bond, 2002). The main problem is that quite frequently a firm’s variables are endogenously
related to dependent variables (Arellano and Bover, 1995). Cross-sectional data do not
allow for the correction of unobservable heterogeneity. When unobserved firm
characteristics are correlated with exogenous variables, estimated coefficients will be
biased (Bond, 2002). An initial solution to the endogeneity problem is to use panel data.
Estimating fixed-effect models or models in differences is an efficient solution. However, it is
only workable when the unobservable characteristics are time-variant. For board
composition, it is quite complicated to know which firm-specific courses of action enhance
CSR practices. In the current study, the sample may contain a firm’s unobserved
characteristics that could be time-varying and the fixed-effect model is insufficient to
eliminate spurious relationships between CSR and board composition. Subsequently, more
model structure is required to improve understanding of how board composition impacts
CSR practices in a firm. As a solution, the study followed Arellano and Bond (1991) and
Arellano and Bover (1995) using a dynamic panel data model approach with lagged
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endogenous variables as instruments, provided they met the conditions for valid
instruments.
In this way, the main findings of the study exhibit a positive significant relationship between
board diversity and marketplace practices of CSR highlighting the weak linkage between
board composition and CSR practices. Moreover, the mutual impacts of board composition
and CSR practices on organizational returns reveal board size positively influences market
returns of firms whereas board independence negatively affects market returns. Moreover,
board diversity negatively affects accounting returns, whereas it positively affects market
returns. Out of four CSR practices, marketplace practices positively add to market returns
whereas community practices negatively contribute towards accounting returns of firms.
Additionally, workplace practices positively affect accounting returns and negatively
influence the market returns of firms. However, environment practices do not contribute
significantly toward any performance measure. Firm size positively affects accounting gains
whereas leverage negatively impacts both performance measures.
Furthermore, the study provides theoretical insights for integrating agency theory, resource
dependence theory and stakeholders’ theory, contributing directly toward organizational
superior performance (Pfeffer and Salancik, 1978; Freeman, 1984). Additionally, the
resource-based view (Barney, 1991) supports the findings in terms of valuable, rare,
inimitable and non-substitutable resources that enable the firm to achieve competitive
advantage for elevated performance (Madhani, 2009). However, practically the study has
implications for regulatory bodies of Malaysia in terms of compliance of code on corporate
governance and the Bursa Malaysia CSR framework. Securities Commission Malaysia need
to revise the minimum requirement of independent directors on the board and should
ensure women representation on boards of Public Listed Companies for bringing effective
organizational returns. Correspondingly, the study is empirically tested in Malaysian
settings; however, the findings can be generalized to other developed and developing
countries to prove its applicability in different economic settings.
The remainder research paper is organized as follows. Section 2 provides a literature review
along with the theoretical background. Section 3 gives research methodology and Section 4
reports empirical results. Furthermore, Section 5 presents a discussion on empirical results
conclusion is presented in Section 6 along with research implications.
2. Literature review
2.1 Impact of corporate social responsibility practices on board composition
Stakeholder theory asserts that the primary objective of firms is to comply with various
stakeholders’ interests (Freeman, 1984) and a company is accountable for maintaining
social responsibility to a larger group of stakeholders (Donaldson and Preston, 1995); and
building and maintaining good relationships with them. Thus, the adoption of the corporate
social responsibility concept requires corporations to focus not only on the demands of
shareholders, investors and creditors but also needs to attend to the demands of
all stakeholders (Freeman et al., 2007), as neglecting the demands of non-financial
stakeholders might bring their withdrawal from firm’s interests (Wellalage et al., 2017).
Resource dependence theory (Pfeffer and Salancik, 1978) and the resource-based view
(Barney, 1991) provide a theoretical base associated with board attributes in corporate
governance. Board is considered as one of the critical resources an organization can have
for carrying its efficient business processes. As market is dynamic, the dynamic
perspective of RBV contends that firm’s resources also need to change with the passage of
time relevant to market conditions (Al-Ali et al., 2017), developing flexible dynamic
capabilities (Kumar and Singh, 2019) and capturing, organizing, sharing and re-using these
capabilities (Hussein et al., 2016) in a manner to enhance firm performance. To link board
composition with CSR, resource dependence theory and RBV suggest that organizations
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should use those adaptable individuals to the board who are capable to pursue the
organization towards sustainability by practicing CSR in an effective manner (Bear et al.,
2010; Byron and Post, 2016; Kumar and Singh, 2019).
Empirically, this relationship has been examined in various developed and emerging
economies. However, there are mixed findings of the said relationship in both emerging and
developed economies. For instance, studies conducted in Australia, USA, UK and France
exhibit an insignificant relationship between board composition and CSR dimensions
(Wellalage et al., 2017; Rao and Tilt, 2016). Yet, in China, Zhuang et al. (2018) found a
distinctive relationship between gender diversity and CSR performance. Given the French
economy, the relationship seems linear between board characteristics and CSR activities
(Yaseen et al., 2019). Furthermore, Fernández-Gago et al. (2014) found a significant linkage
between board independence and CSR practices in Spanish firms.
Correspondingly, emerging economies namely, Turkey, Jordan, Bangladesh, Malaysia, Sri
Lanka and Pakistan indicate that board structure significantly impacts CSR disclosure level and
CSR practices (Ashfaq and Rui, 2018; Rashid, 2018; Qa’dan and Suwaidan, 2018; Ibrahim and
Hanefah, 2016; Shamil et al., 2014; Kiliç et al., 2014; Esa and Ghazali, 2012; Said et al., 2009).
Additionally, in Poland, the impact of board structure on CSR practices is positively significant
(Matuszak et al., 2019). Interestingly, the relationship is also found significant for Arab Gulf states
where Bahrain and Kuwait indicate a positive influence of board gender diversity on firm’s CSR
reporting and a weak linkage is observed between the variables in Oman, Qatar, Saudi Arabia
and the UAE (Issa and Fang, 2019). Despite mixed evidence, there is a need to adopt dynamic
and flexible mechanisms (Kumar and Singh, 2019; Hussein et al., 2016) where CSR is strongly
influenced by board attributes. Based on mixed findings of earlier empirical researches in
developed and emerging economies, this study hypothesizes that:
H1. There is a significant relationship between board composition andCSRpractices.
2.2 The mutual impact of board composition and corporate social responsibility
practices on organizational returns
Coles et al. (2008) argue that complex firms should have larger boards because larger
boards potentially bring more experience and knowledge and offer better advice (Dalton
et al., 1999). Particularly, such firms should have more outsiders on the board who then
serve to provide advice and expertise to the CEO (Fich, 2005; Hermalin and Weisbach,
2003). Moreover, previously documented negative relationship (Coles and Hoi, 2003)
between board size and Tobin’s Q does not hold for complex firms with extensive advising
needs (Coles et al., 2008). However, this positive relationship is driven by outside directors
for providing valuable advice to the CEO and management team. Additionally, the authors
reported a positive relationship between Tobin’s Q and board size and a negative
relationship between outside directors and firm value. Consequently, Farhan et al. (2017),
Mishra and Kapil (2017), Ofoeda (2017), Yasser et al. (2017), Sheikh and Karim (2015) and
Sheikh et al. (2013) also found a positive relationship between board size and firm
performance and negative relationship between independent directors and organizational
returns. This study also claims a larger board size to be more effective for firm value than
smaller boards due to the complexity of their organizational processes. Meanwhile, this
study expects higher board independence to be less effective for organizational returns
due to excessive involvement of independent directors in daily affairs, restricting managers
to perform their functions deliberately (Wu and Wu, 2014).
Additionally, concerning women representation on board (board diversity), firm reputation can
be increased by adding women candidates on board (Bear et al., 2010). Though a single
female director can create a positive firm value, she is also faced with several challenges.
Konrad et al. (2008) argue when at least three board members are female on the board, it
becomes easy for women directors to ask challenging questions and work in collaboration to
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increase firm returns. However, Post and Byron (2015) suggest that the relationship between
female representation and firm outcomes is contingent on the extent to which boards are
motivated and able to make full use of all directors’ knowledge, experiences and values
(Kumar and Singh, 2019; Byron and Post, 2016). Moreover, there is mixed evidence relating
board diversity and organizational returns where Carter et al. (2003), Smith et al. (2006),
Francoeur et al. (2008) and Solakoglu and Demir (2016) reported a positive link between
board diversity and firm performance. Contrarily, Ujunwa (2012) and Darmadi (2013) reported
a negative relationship between board diversity and company performance.
Based on the above recommendations, this study hypothesizes that:
H2. Board composition (board size, board independence, board diversity) significantly
affects organizational returns.
Correspondingly, Harjoto and Jo (2011) used the four most noteworthy and representative
hypotheses to elaborate the corporate governance-CSR-performance nexus. Four
hypotheses chosen for the study are over-investment hypothesis (Barnea and Rubin, 2010;
Jensen and Meckling, 1976), strategic-choice hypothesis (Cespa and Cestone, 2007),
product-signaling/differentiation hypothesis (Fisman et al., 2006) and conflict resolution
hypothesis (Scherer et al., 2006; Calton and Payne, 2003; Jensen, 2001). For the current
study, three hypotheses are related, namely, over-investment hypothesis, product
signaling/differentiation hypothesis and conflict-resolution hypothesis.
However, as far as independent CSR practices are concerned, marketplace practices refer
to those activities companies perform in integrated business conduct into their practice and
operation. More specifically, marketplace activities can be exemplified by the tasks
performed to support local business and suppliers, customer retention and satisfaction,
product quality and safety, pricing strategies and advertising policies and consumer
education (Feng et al., 2017). Additionally, marketplace practices focus on responsible
supply chain management, activities to improve the quality and safety of products,
innovation, fair pricing and ethical advertising. Moreover, this study expects marketplace
practices to be significantly linked with organizational returns.
Correspondingly, environment-related practices constitute the company’s efforts to protect
and preserve the natural resources and environment. These activities include initiatives for
using renewable energy, reducing air and water pollution, reducing the use of hazardous
chemicals, monitoring energy resources, greenhouse emissions and maintaining
biodiversity. In the past decade, more and more profit-oriented businesses have begun to
engage in and espouse environmental-friendly strategies, policies, and activities to protect
the natural environment (Feng et al., 2017; Raiborn et al., 2013). Furthermore, it is expected
that firms performing environment practices positively boost organizational returns.
Community practices basically concentrate on firms’ activities in the form of charitable
donations or sponsorships for uplifting economic development. These activities include
improving local infrastructure, community engagement and community healthcare and
education. Moreover, these practices refer to the efforts firms take to improve their relations
with communities in which they are embedded (Feng et al., 2017); for instance, dialogue and
partnership with the communities in mitigating the potential impacts of business operation, in
involvement in community development and in financial contribution to community well-
being. As community practices involve a significant monetary element, therefore, it is
expected that firms may over-invest in these activities to uplift their organizational returns.
Workplace practices are more precisely referred to as activities performed for the
betterment and support of employees of the company. For instance, actions to improve
wages, pensions and employee benefits, health and safety measures at the workplace,
facilities for working women, staff training and development, equal employment opportunity
and maintaining work/life balance all constitute workplace practices. These activities would
help promote workers’ commitment and productivity and motivate them to put forth more
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effort toward the company’s overall objectives (Feng et al., 2015). Additionally, satisfied
employees are more likely to generate higher organizational returns (Harter et al., 2002) that
are particularly significant for generating higher firm financial performance. Particularly for
this study, it is expected that workplace practices generate positive returns either
accounting or market returns.
Thus, above insights on CSR practices propose that:
H3. CSR practices (marketplace, environment, community and workplace) significantly
affect firm performance.
3. Data, variables and method
3.1 Data and variables
This study uses the data of Malaysian Public Listed Companies, listed on Bursa Malaysia for
the period 2006-2017. The data were mainly extracted from the annual reports of firms
using content analysis of CSR practices performed in firms in terms of marketplace,
environment, community and workplace. Moreover, data related to board composition were
also taken from the annual reports of companies. However, the data stream is used for
obtaining performance data of listed firms. Unbalanced panel data is used for the study due
to the unavailability of annual reports of a few firms. A total of 845 companies were listed on
Bursa Malaysia, but this study includes the data of 631 listed firms due to incomplete data
in the annual reports and unavailability of annual reports. In this way, the final sample of the
study constitutes 5,904 firm-year observations of 631 firms for the period 2006-2017.
The study investigates the impact of board composition on corporate social responsibility
practices. In addition, their joint effect on organizational returns is also studied. Moreover, there are
two control variables such as firm size and leverage to control for firm-specific characteristics.
Table I presents the operational definition and measurement of variables.
3.2 Descriptive statistics
Table II presents descriptive statistics indicating Malaysian firms are losing 0.0002 cents for
each RM spent on the firm whereas the average value of Tobin’s Q indicates the market return
on 1.26 for the book value of one RM of assets. Marketplace practices of CSR depict the
average value of 42.25 per cent, 64.83 per cent for environmental practices, 68.29 per cent for
community practices and 64.07 per cent for workplace practices of CSR indicating the
percentages of CSR activities performed in a firm. For board composition, the mean board size
is 7.64 and the normal value for board independence is 3.22, which indicates that out of 7 board
of directors, 3 board members consist of independent directors. Moreover, the average board
diversity is 0.67 revealing less than one female representation on corporate boards of Malaysian
firms. The mean firm size is 13.10 and the average value of leverage is 42.68 per cent.
3.3 Methodology
This study uses dynamic modeling on the dataset. As static estimations are inadequate for
explaining the consistent relationships among the variables (Schultz et al., 2010), the
dynamic model using system GMM is considered to produce more consistent and reliable
results. Dynamic models featured lagged dependent variables and control for unobserved
individual-specific effects such as dynamic endogeneity, simultaneity and unobserved
heterogeneity. Moreover, dynamic models primarily focus on the single equation and
autoregressive distributed lag models where a large number of cross-section units and a
small number of time periods bring uniform results (Bond, 2002).
Given that dynamic system GMM uses lagged values of dependent variables, the
regression equations for dynamic panel estimations are as follows:
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MKTit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4SIZEit þ b 5LEVit þ b 6MKTit1 þ « it
(1)
ENVit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4SIZEit þ b 5LEVit þ b 6ENVit1 þ « it
(2)
COMMit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4SIZEit þ b 5LEVit
þb 6COMMit1 þ « it (3)
WRKit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4SIZEit þ b 5LEVit þ b 6WRKit1 þ « it
(4)
Table I Operational definition and measurement of variables
Variables PROXY Definition
Dependent variables
Return on assets ROAit Profit before taxes to total assets
Tobin’s Q TQit Market value of equity added to the book value of the debt over the
book value of the total assets
CSR
(Dependent and independent variable)
Marketplace MKTit A dummy variable, 1 if requirements for marketplace fulfill, and 0
otherwise
Environment ENVit A dummy variable, 1 if requirements for environment fulfill, and 0
otherwise
Community COMMit A dummy variable, 1 if requirements for community fulfill, and 0
otherwise




Board size BSIZEit Board size is the total number of board of directors of a company
Board independence BINDit Proportion of independent directors to total number of board
directors
Board diversity BDIVit Proportion of women on board to total number of board directors
Control variables
Firm size SIZEit Natural logarithm of total assets
Leverage LEVit Total liabilities to total assets
Table II Descriptive statistics
Variable Obs. Mean SD Minimum Maximum
ROAit 5,904 0.0002 1.5016 48.266 10.756
TQit 5,904 1.2623 2.2411 6.95 34.38
MKTit 5,904 0.4225 0.4940 0 1
ENVit 5,904 0.6483 0.4775 0 1
COMMit 5,904 0.6829 0.4653 0 1
WRKit 5,904 0.6407 0.4798 0 1
BSIZEit 5,904 7.6465 1.8645 3 15
BINDit 5,904 3.2261 0.9770 1 8
BDIVit 5,904 0.6783 0.8384 0 5
SIZEit 5,904 13.108 1.6892 7.67 20.377
LEVit 5,904 0.4268 0.4014 0.0010 10.319
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Regression equations for the mutual impact of board composition and CSR practices on
organizational returns are as follows:
ROAit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4MKTit þ b 5ENVit þ b 6COMMit
þ b 7WRKit þ b 8SIZEit þ b 9LEVit þ b 10ROAit1 þ « it
(5)
TQit ¼ b 0 þ b 1BSIZEit þ b 2BINDit þ b 3BDIVit þ b 4MKTit þ b 5ENVit þ b 6COMMit
þ b 7WRKit þ b 8SIZEit þ b 9LEVit þ b 10TQit1 þ « it
(6)
The formulation used for dynamic panel estimation has been adopted by Blundell and
Bond (1998), where it combines the moment conditions for the differenced model with
those for the levels model (Arellano and Bover, 1995; Blundell and Bond, 1998).
Therefore, the system GMM estimator has been shown to perform much better,
producing less biased and more precise results. In addition, this study employs two
post-estimation specification tests, namely, Sargan test and Arellano-Bond test for over-
identification and autocorrelation problem respectively where threshold p-values of
dependent variables must be greater than 0.05 to pass both tests.
4. Dynamic panel regression results
The regression results of the dynamic impact of board composition on CSR practices are
presented in the tables below. Table III gives the effect of board composition on
marketplace practices where results reveal a positive impact of board composition
elements on marketplace practices but the relationship is only significant with board
diversity. Firm size and leverage are also positively linked with marketplace practices but
the relationships are insignificant. However, the value of the Sargan test is 1.0000 and for
autocorrelation second-order p-value is considered appropriate due to the insignificant
value of L1 for given relationship.
Table IV presents the effect of board composition on environmental practices where
findings indicate a negative insignificant relationship between board size and environment
practices, whereas positive insignificant relationships with board independence and board
diversity. The only significant relationship is observed between firm size and environment
practices. The p-values for the Sargan test and Arellano-Bond test validate the
relationships.
Table V gives the effect of board composition on community practices and results reveal
similar relationships as highlighted between board composition and environment practices.
Table III Effect of board composition on marketplace practices (MKTit–1)
Variable Coefficients Std. Err. z-statistic Probability
C 0.1929 0.2588 0.75 0.456
BSIZEit 0.0049 0.0168 0.29 0.771
BINDit 0.0162 0.0252 0.64 0.520
BDIVit 0.0378 0.0185 2.04 0.041
SIZEit 0.0079 0.0262 0.30 0.762
LEVit 0.0054 0.0151 0.36 0.717
L1 1.0378 0.9358 1.11 0.267
Sargan test for over-identification problem (p-value) 1.0000
Arellano-Bond test for autocorrelation (second-order p-value) 0.2320
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Table VI presents the effect of board composition on workplace practices and results
indicate an overall positive but insignificant impact of board composition elements on
workplace practices. However, a positive significant relationship is evident between firm
size and workplace practices. Alternatively, leverage is negatively and insignificantly linked
with workplace practices. For the given relationship, the value of the Sargan test is 1.0000
and for autocorrelation second-order p-value is considered appropriate due to the
insignificant value of L1 for given relationship.
Table VII exhibits the dynamic mutual impact of board composition and CSR practices on
return on assets. Results indicate the negative relationship between elements of board
composition and return on assets; however, the only significant relationship is shown
between board diversity and the lagged value of ROA. As far as CSR practices are
concerned, marketplace practices and community practices negatively affect the firm’s
accounting returns but the relationship is only significant with community practices of CSR.
Table VI Effect of board composition on workplace practices (WRKit–1)
Variable Coefficients Std. err. z-statistic Probability
C 0.4077 0.3825 1.07 0.286
BSIZEit 0.0054 0.0133 0.41 0.681
BINDit 0.0035 0.0240 0.15 0.883
BDIVit 0.0227 0.0172 1.32 0.187
SIZEit 0.0414 0.0139 2.96 0.003
LEVit 0.0038 0.0149 0.26 0.797
L1 0.7537 0.5696 1.32 0.186
Sargan test for over-identification problem (p-value) 1.0000
Arellano-Bond test for autocorrelation (second-order p-value) 0.2169
Table IV Effect of board composition on environment practices (ENVit–1)
Variable Coefficients Std. Err. z-statistic Probability
C 0.6963 0.8246 0.84 0.398
BSIZEit 0.0008 0.0168 0.05 0.959
BINDit 0.0227 0.0386 0.59 0.555
BDIVit 0.0191 0.0234 0.81 0.415
SIZEit 0.0362 0.0195 1.86 0.063
LEVit 0.0011 0.0230 0.06 0.954
L1 1.3091 1.3221 0.99 0.322
Sargan test for over-identification problem (p-value) 1.0000
Arellano-Bond test for autocorrelation (second-order p-value) 0.3152
Table V Effect of board composition on community practices (COMMit–1)
Variable Coefficients Std. err. z-statistic Probability
C 0.4668 0.5662 0.82 0.410
BSIZEit 0.0047 0.0136 0.35 0.726
BINDit 0.0198 0.0274 0.72 0.471
BDIVit 0.0224 0.0212 1.06 0.291
SIZEit 0.0301 0.0176 1.71 0.088
LEVit 0.0006 0.0200 0.03 0.975
L1 1.1235 0.9392 1.20 0.232
Sargan test for over-identification problem (p-value) 1.0000
Arellano-Bond test for autocorrelation (second-order p-value) 0.3600
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Alternatively, environment and workplace practices are positively affecting the accounting
performance of firms and the significant relationship is observed by workplace practices
only. Firm size is positively significant and leverage is negatively significant with the lagged
value of ROA. The p-value of the Sargan test (0.0770) validates the relationships. Moreover,
for Arellano-Bond test first-order p-value is considered apposite as the value of L1 is
significant.
Table VIII represents the dynamic impact mutual impact of board composition and CSR
practices on Tobin’s Q. The findings show an overall significant impact of board
composition on Tobin’s Q. However, board size and board diversity positively while board
independence negatively influences the market returns of firms. For CSR practices,
marketplace and community practices positively affect market returns, whereas
environment and workplace practices negatively influence Tobin’s Q. However, the
relationships of Tobin’s Q are significant with marketplace practices and workplace
practices of CSR. Firm size is positively insignificant, whereas leverage is negatively
significant with Tobin’s Q. For post-estimation specification tests, the Sargan test gives the
p-value of 0.0689> 0.05 and Arellano-Bond test first-order p-value 0.0753>0.05, as the
value of L1 is significant for given relationships.
Overall results imply a positive significant relationship between board diversity and
marketplace practices of CSR highlighting the weak linkage between board composition
Table VII Effect of board composition and CSR practices on return on assets (ROAit–1)
Variable Coefficients Std. err. z-statistic Probability
C 57.641 8.8531 6.51 0.000
BSIZEit 0.0827 0.4913 0.17 0.866
BINDit 0.3200 0.7915 0.40 0.686
BDIVit 2.1678 0.7225 3.00 0.003
MKTit 1.7876 1.1271 1.59 0.113
ENVit 0.1483 2.1338 0.07 0.945
COMMit 4.7318 2.4869 1.90 0.057
WRKit 3.7683 1.7500 2.15 0.031
SIZEit 5.4292 0.6544 8.30 0.000
LEVit 11.349 0.5316 21.36 0.000
L1 0.0530 0.0190 2.79 0.005
Sargan test for over-identification problem (p-value) 0.0770
Arellano-Bond test for autocorrelation (second-order p-value) 0.1203
Table VIII Effect of board composition and CSR practices on Tobin’s Q (TQit–1)
Variable Coefficients Std. err. z-statistic Probability
C 0.6984 0.8703 0.80 0.422
BSIZEit 0.1583 0.0490 3.23 0.001
BINDit 0.1290 0.0530 2.43 0.015
BDIVit 0.0604 0.0347 1.74 0.082
MKTit 0.1322 0.0647 2.04 0.041
ENVit 0.0750 0.0831 0.90 0.367
COMMit 0.0114 0.1102 0.10 0.917
WRKit 0.2058 0.0946 2.17 0.030
SIZEit 0.0557 0.0588 0.95 0.343
LEVit 0.0827 0.0421 1.96 0.050
L1 0.2686 0.0187 14.31 0.000
Sargan test for over-identification problem (p-value) 0.0689
Arellano-Bond test for autocorrelation (second-order p-value) 0.0753
PAGE 472 j JOURNAL OF ASIA BUSINESS STUDIES j VOL. 14 NO. 4 2020
and CSR practices. Moreover, the mutual impact of board composition and CSR practices
on organizational returns reveals board size positively, whereas board independence
negatively affects market returns. Moreover, board diversity negatively affects accounting
returns, whereas it positively affects market returns. Out of four CSR practices, marketplace
practices positively add to market returns, whereas community practices negatively
contribute towards accounting returns of firms. Additionally, workplace practices positively
affect accounting returns and negatively influence the market returns of firms. However,
environment practices do not contribute significantly toward any performance measure.
Firm size positively affects accounting gains, whereas leverage negatively impacts both
performance measures.
5. Discussion on empirical results
Despite abundant empirical evidence in both developed and developing economies
(Issa and Fang, 2019; Matuszak et al., 2019; Qa’dan and Suwaidan, 2018; Ashfaq and Rui,
2018; Wellalage et al., 2017; Ibrahim and Hanefah, 2016), this study exhibits weak linkage
between board composition and CSR practices where only board diversity (women on
boards) is significantly and positively linked to marketplace practices of CSR in Malaysian
Public Listed Companies (PLCs). This dynamic impact of board composition on CSR
practices is in congruence with resource dependence theory and RBV, where it is
suggested that presence of female members on board brings positive CSR returns and
women are more dynamic in adapting the flexible mechanisms that complement
organizational processes (Bear et al., 2010; Post et al., 2011; Cabrera-Fernández et al.,
2016; Hussein et al., 2016; Issa and Fang, 2019). Moreover, Byron and Post (2016) argue
that female board representation-social performance relationship is generally positive and
even more positive in conditions when boards may be motivated to draw on the resources
that women bring to the board i.e. among firms operating in countries with stronger
shareholder protection and in conditions where intra-board power distribution may be more
balanced (Post and Byron, 2015). As far as marketplace practices are concerned, the
finding reveals that women on Malaysian corporate boards take effective steps for the
activities performed for maintaining ties with local suppliers and business partners,
contributing to corporate branding efforts and brand image in consumers’ minds
(Feng et al., 2017).
However, the mutual impact of board composition and CSR practices on organizational
returns suggests positive influence of board size on market value consistent with resource
dependence theory and resource-based view (Pfeffer and Salancik, 1978; Barney, 1991)
that larger board size brings effective resource for firms in terms of knowledge, experience
and better advice (Coles et al., 2008). Additionally, board independence negatively affects
market value of firms in Malaysia in accordance with agency theory where excessive and
unfair involvement of outside directors in daily operations of firm create hurdles for
managers to perform their actions in an effective way (Wu and Wu, 2014). Moreover,
findings of the study are applicable to both developing and developed economies showing
consistency with earlier empirical researches of Farhan et al. (2017), Mishra and Kapil
(2017), Ofoeda (2017), Yasser et al. (2017), Sheikh and Karim (2015), Sheikh et al. (2013)
and Coles et al. (2008).
Similarly, board diversity negatively impacts accounting returns, whereas it positively
affects market returns. The negative finding impels the prophecy of agency theory where it
is argued that greater gender diversity on board brings intra-group conflicts, which, in turn,
results in a slower decision-making process (Darmadi, 2013; Richard et al., 2004).
Furthermore, women are considered more risk-averse than men in financial decision
making, thus affect the organization’s resource allocation. Yet, this negative relationship is
also reported by Ujunwa (2012) and Darmadi (2013). Contrarily, board diversity is positively
related to the market value of firms suggesting women directors may have different
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experiences from their working and non-working life compared to men. They may have a
better understanding than men of some of the market segments of firms, therefore; they
may improve the creativity and quality of the decision-making process of the board. In this
way, a more diverse board may improve the image of the firm and positively influences the
market value of the firm (Smith et al., 2006). Given this situation, findings reported on board
diversity are also observed by other developing countries as reported in the studies of
Francoeur et al. (2008) and Solakoglu and Demir (2016).
Turning our discussion to CSR practices and their impact on organizational returns, it
is found that marketplace practices of CSR positively affect market returns parallel to
stakeholder theory where it is argued that firms perform CSR activities for benefits of
their stakeholders (Freeman et al., 2007). Moreover, this finding is also consistent with
product-signaling/differentiation hypothesis of Fisman et al. (2006), where firms
perform CSR activities to signal their product quality, especially those firms that
operate in a highly complex and competitive market (Harjoto and Jo, 2011),
ultimately, positively influencing firm performance. Conspicuously, environment
practices of CSR do not affect any performance measure confirming conflict-
resolution hypothesis, which contends that firms perform CSR activities to reduce
conflict of interest between managers, investing and non-investing stakeholders
(Calton and Payne, 2003; Scherer et al., 2006), therefore does not substantiate firm
performance in any way.
Noticeably, community practices of CSR negatively affect the return on assets
reinforcing the insights of the over-investment hypothesis, which asserts that top
management tends to over-invest in CSR practices to build their own personal
reputation as good global citizens (Barnea and Rubin, 2010) thus, negatively affecting
firm performance. More evidently, workplace practices of CSR are positively linked to
accounting returns in congruence with the stakeholder approach (Freeman et al.,
2007), where firms consider their employees as substantial stakeholders and an
effective human resource for uplifting organizational growth. Contrarily, workplace
practices are negatively related to the market value of a firm highlighting the over-
investment hypothesis of Barnea and Rubin (2010) that firms attend to CSR activities for
maintaining their corporate reputation (Harjoto and Jo, 2011) hence, negatively
influencing firm performance.
Correspondingly, firm size positively affects accounting gains suggesting larger the firm
size and greater profitability because of economies of scale where resources are achieved
at a lower cost and at greater diversification (Ofoeda, 2017; Ahmed and Mubaraq, 2015;
Muttakin and Subramaniam, 2015). Perversely, leverage negatively impacts both
performance measures, which contend that agency issues lead firms to use higher than
apposite levels of debt, which, in turn, increase lender’s influence that limit managers ability
to manage the operations effectively, thus, negatively affecting firm performance
(Mishra and Kapil, 2017; Ming and Eam, 2016; Sheikh et al., 2013).
In summary, despite sufficient empirical support for the dynamic relationship of board
composition and CSR practices, this study found weak linkages between two
constructs. For mutual impacts of board composition and CSR practices on
organizational returns, board size positively affects market returns, whereas higher
board independence brings a negative market value of firms. Further to that, board
diversity negatively contributes to accounting profit and positively adds to market
income. However, the impact of independent CSR practices on organizational returns is
in accordance with the hypotheses presented by Harjoto and Jo (2011) for elaborating
governance-CSR-performance nexus. Thus, this study is novel in providing empirical
support for the relationships between board composition, CSR practices and
organizational returns.
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6. Conclusion
This study aimed to answer two research questions, i.e. the dynamic effect of board
composition on CSR practices and the mutual impact of board composition and CSR
practices on firm performance. The findings indicate weak support for the impact of
board composition on CSR practices, but their mutual impression on company
returns reveals substantial results. However, the novelty of this study lies in its
approach towards the elements of board composition, CSR measures and
methodology to study their influence. For better understanding of results, this study
fetches support from the work of Arellano and Bond (1991), Arellano and Bover
(1995), Schultz et al. (2010), Bear et al. (2010), Byron and Post (2016) and Wellalage
et al. (2017) for catering dynamic endogeneity and for generating precise results for
the study.
The paper has several theoretical and practical implications. For instance, the study
bridges the theoretical gap while linking agency theory, resource dependence theory and
stakeholder theory. Furthermore, predictions of resource-based view have been adopted
for effective board roles where valuable, rare, imperfectly imitable and imperfectly
substitutable resources are the main source of sustainable competitive advantage for
enhanced performance of firms (Barney, 1991). Moreover, the study adopts three
hypotheses, namely, over-investment hypothesis, product signaling/differentiation
hypothesis and conflict resolution hypothesis for explaining the empirical relationships
between CSR practices and organizational returns. Besides, the methodology of the study
is unique for using dynamic models to have a wide-spread image of the dataset. Further,
the selection of variables opens doors for upcoming researchers in this field to explore the
strong relationships between board composition and CSR practices in different economic
backgrounds.
Practically, this study fetches the attention of regulators and policymakers of Bursa
Malaysia, Securities Commission Malaysia, Bank Negara Malaysia, the board of
directors, investors, depositors and managers of Public Listed Companies of Malaysia
for assessing the compliance of corporate governance code and CSR framework
provided by Bursa Malaysia. In terms of compliance of Code on Corporate
Governance, the Securities Commission Malaysia need to revisit its requirement of
independent directors as the independent board is negatively influencing
organizational performance. For this purpose, the requirement of fifty percent board
independence should be reduced to avoid intense monitoring and unnecessary
interference of outside directors in the firms (Faleye et al., 2011; Wu and Wu, 2014).
Additionally, as Securities Commission has set 30 per cent women appearance on
board but compliance by the large companies of Malaysia is still questionable.
However, for ensuring maximum output from board diversity, SC requires to monitor the
compliance of the Public Listed Companies in terms of women’s presence on board. As
far as CSR practices concern, listed companies need to assess their internal
management affairs that are negatively affecting firm performance. Then, increased
surveillance capabilities need to invoke in the organizational processes to avoid
financial malfeasance.
Finally, this study attempts to examine the dynamic effect of board composition on
CSR practices in Malaysia. Additionally, the combined impact of board composition
and CSR practices on company returns has also been investigated. Dynamic
estimators have been used on the dataset for precision and accuracy of the results.
Moreover, this study provides material results for Malaysian Public Listed
Companies in terms of the role of the board of directors and corporate social
responsibility practices and their impact on accounting and market returns of the
firm.
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